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THE BRITISH NATIONAL INSURANCE ACT 1 

SUMMARY 
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I. General Significance 

Probably no other act of social legislation yet 
passed by the British Parliament, except the act for 
compulsory education, has promised such general 
and far-reaching consequences as the act of December 
16th last. No other act, except the cognate Old Age 
Pensions Act of 1908, has provided so prodigally for 
a taxpayers' gift to the poor as a class. And no other 
recent act, except the still young Workmen's Com- 
pensation Act, has broken so widely into the con- 
tractual relations of employer and employee. To the 
act of 1911 the stride has been great from the days, 
a century ago, when output and industrial organiza- 
tion were held chiefly precious by the legislators and 

1 The bill and the act, and the bill as amended in the stages of its progress in 
Parliament, are published. Besides the other official papers referred to below, mention 
may be made of the " Copy of Memorandum explanatory of the Bill " and " Replies to 
letters addressed to the Chancellor of the Exchequer," 1911 (cd. 5733). 
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when the humble children's bill had to beg its way 
into enactment. In 1911 the safeguarding of industry 
has been sought only indirectly by insistence upon 
safeguarding the " working " classes. 

Opposition to the bill at no time menaced its enact- 
ment. Little had greeted its introduction. For some 
reason the nation had lost fear, by 1911, that such 
an act as this, based on alien principles and proposing 
large changes, could really bring hurt. Yet the years 
are quickly counted since students of the British 
system of workmen's providence were telling the 
world that compulsory insurance was not necessary 
nor desired by the people. The reason for the appa- 
rently general change of mind may lie in the discovery 
that previous radical measures had not brought ca- 
lamity. The struggle had been hardest to get the 
first reform, an experimental workmen's compensation 
act. So it had been in Germany: the first insurance 
bill was longest in finding favor; the quick acceptance 
of the second and third acts matches the rapid suc- 
cession in England of the Old Age Pensions, Labor 
Exchanges, and National Insurance acts. A new 
social epoch appears to have been thus suddenly 
introduced in both countries. 

Since the bill was not a party measure, opposition 
bore mainly on particulars. The press was generally 
favorable. An exception was the Spectator, which 
after recommending a year earlier x an act similar, as 
regards sickness, to the bill of Lloyd George, carried 
on a bitter campaign against its provisions. Socialist 
organs also, like the New Age, opposed the bill. In 
Parliament and generally, the socialists asked for a 
more liberal measure. The Labor Party supported 
the bill. On one or two occasions fierce attacks were 

» May 21, 1910, p. 835. 
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made by Irish members, but without the concurrence 
of the Irish majority. The Conservatives were artful. 
Their attitude at the end (in connection with a " rea- 
soned " amendment) gave them an outlet for saying 
in the future, if the bill was liked, that they had 
helped enact it; if it was not liked, that they had 
not favored its terms. 1 

Mr. Lloyd George at first urged enactment by the 
summer session. That would have been over-hasty. 
Even in December critics urged that many changes 
had not been debated at all. The Chancellor's de- 
fence was that the guillotine is necessary for minor 
clauses, and that ample discussion had been devoted 
to principal matters. 

As will appear below, the connection of Germany 
with the new act in England is far from incidental 
or nugatory. In introducing his bill on May 4th, Mr. 
Lloyd George thanked the German authorities for 
their aid and repeatedly referred to how a point was 
managed " in Germany." So evidently are many of 
the provisions of the scheme, respecting both sickness 
and unemployment, — the latter has no German 
counterpart — suggested by provisions of the German 
scheme that the English act becomes a tribute to the 
excellence of its prototype. 2 The real significance of 
the imitation is plainer when one considers the sen- 
sitive political relations of the two countries. France 
in a similar relation had, less than two years before, 
imitated the German old age law. 

That a grave social situation needed correction 
in England the nation had for years been aware. For 

1 The position of the parties is clearly stated in the Nation (London) for October 
21; pp. 117— 118. Later changes of attitude were insignificant. 

a Cf. the official papers: Copy of Memorandum on Sickness and Invalidity In- 
surance in Germany (cd. 5678) and Copy of Memorandum containing the opinions 
of various Authorities [" leading companies and firms *'] in Germany, 1911 (cd. 5679). 
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more than two decades a long series of public and 
private writings described a newly important cause 
of poverty in unemployment. In 1885 and 1886 the 
reports of the Royal Commission on Depression of 
Trade and Industry; in 1891-94 the reports of the 
Royal Commission on Labor; in 1895 the Select 
Committee reports on Distress from Want of Em- 
ployment; in 1904 the Board of Trade description of 
Fluctuations in Employment; the reports presently 
of the Distress Committees set up by the " Unemployed 
Workmen Act of 1905," heaping up evidence that that 
act scarcely touched the great problem; finally in 1909 
the reports, majority and minority, of the Poor Law 
Commission of 1906, testifying in agreement to the 
seriousness of the problem, asking for labor exchanges 
and insurance, — all these were symptoms of concern. 
So too were the series of books by Hobson, Drage, 
Alden, Chapman, Dearie, Schloss, and — best of all 
— Beveridge, to name only a few. 

The problem of sickness was older. But the number 
and activity of doctors, statistics of deaths and re- 
ported diseases, institutional treatment, and the in- 
surance of friendly societies and trade unions had 
made its dimensions, or at least its importance, obvious. 
Government inquiry on the subject was more special- 
ized — dealing with " physical deterioration," tuber- 
culosis, etc. Yet the Poor Law Commission urged 
anew in 1909 the intimacy of the general connection 
of sickness and poverty. 1 The majority commissioners 
cited evidence, for example, that of 4000 poor consump- 
tives, sixty per cent were poor because consumptive. 2 
The first sanitary legislation in England for the pre- 
vention of disease had been obtained, be it noted in 
passing, by earlier poor law commissioners. 

i Cf. majority report, pp. 235-302; minority, pp. 846-890. 
» Ibid., pp. 288-289. 
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It is worth while to examine the main provisions 
of the new act, to read them in the light of corresponding 
provisions in foreign acts, and finally, in the light of 
both, to consider some fundamental questions of 
principle. With details we are little concerned. The 
87 clauses of the bill, much amended by Parliament 
and increased to 115 in the act — often on initiative 
of the Chancellor — multifariously make such adjust- 
ments and modifications in the interest of peculiar 
or minor circumstances as every country must make 
in social legislation. 

Precedent is wanting for the provision by one act 
of the three kinds of insurance, sickness, invalidity, 
and unemployment. For twenty years Germany had 
been debating how to consolidate the machinery of 
her insurance systems; invalidity was a natural step 
between sickness and old age; but a union of the 
latter two appearing unnatural, the invalidity in- 
surance was worked with that for old age. In England, 
however, provision for old age was not by an insurance 
system, so the sickness and invalidity insurance could 
be intimate parts of one system. 1 Certainly the de- 
tractors from the pension scheme must grant that it has 
here accomplished a service ! Unemployment insurance, 
which many persons urged should be managed in a 
separate bill, could have only remoter relations with 
sickness insurance. Yet the differences of the English 
scheme from the schemes of other countries are essen- 
tially likenesses with the English sickness insurance. 
With justice the three sickness insurance systems 

1 "Inasmuch as under the Bill disablement benefit is a direct continuation of sickness 
benefit ... no special organization will be needed in order to test applications for the 
disablement allowance. Hence all the elaborate arrangements devised by German 
invalidity insurance legislation for receiving, examining, reporting and finally adju- 
dicating upon such applications become superfluous, while at the same time expense is 
saved and procedure expedited." Copy of Memorandum on Sickness and Invalidity 
Insurance in Germany, 1911 (cd. 5678), p. 2. 



280 QUARTERLY JOURNAL OF ECONOMICS 

were reckoned members of a family and dubbed 
simply " National Insurance." In our analysis the 
provisions as to unemployment will be treated last, 
as they are by the act. 

II. Sickness and Disablement Insurance 

Nowhere is there a parallel for the inclusiveness of 
membership of the English sickness insurance system. 
Interest in the German scheme has so naturally cen- 
tered in the fact of compulsion that foreign students 
have not always appreciated the comparative narrow- 
ness of its application. In 1885, when the German 
system was first in working order, it insured a round 
ten per cent of the population; in 1909, twenty-one 
per cent, — 13,385,290 persons. 1 The British isles, with 
a population today equal to that of Germany in 1885, 
propose to insure by compulsion as many persons as 
are today insured in Germany; more exactly, over 
thirty per cent of the population — thirty-three per 
cent probably when the voluntary insurers are added. 
The actuaries calculated for Mr. Lloyd George that 
9,217,000 men and 3,872,000 women, both of the ages 
16 to 65, would come under the compulsory provisions 
of the bill. 2 To these 13,089,000 (compare the German 
figures above) must be added more than 800,000 men 
and women who the actuaries calculated would insure 
voluntarily. 3 The total approaches fourteen millions. 
In Germany the number insured against invalidity was 
15,444,300 in 1909, or about twenty-four per cent of 
the population. 4 

1 See the interesting table of annual percentages in Reiehs-Arbeitsblatt, January, 
1911, p. 39. 

2 Report of the Actuaries in relation to the Scheme of Insurance against Sickness, 
etc., 1911 (cd. 5681), p. 9. 

3 The original bill proposed to include also some 800,000 boys and girls under 16; 
a few of them are still eligible as voluntary insurers. 

4 Reiehs-Arbeitsblatt, ibid., p. 45. 
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What character has the wider inclusiveness of the 
English system ? The act applies to all " employment 
in the United Kingdom under any contract of service 
or apprenticeship, written or oral," whatever be the 
nature of the employer or the character of the payment. 
Special inclusion is made of outworkers (" persons 
to whom articles or materials are given out to be made 
up," etc.)- Casual laborers, with quite insignificant 
exceptions, are included. Exception is made when 
employment is other than by way of manual labor if 
at the same time the rate of remuneration exceeds 
£160 a year. The other exceptions are trivial or 
occur for certain classes of persons equivalently pro- 
vided for. Persons entitled to voluntary insurance 
are chiefly such as " are engaged in some regular 
occupation and are wholly or mainly dependent for 
their livelihood on the earnings . . . from that occu- 
pation," but the incomes of these independent work- 
people from all sources must not exceed £160 a year. 
Persons now older than 65 are excluded. By contrast 
the German act first particularized the selected in- 
dustries to which its terms as to sickness should apply, 
and fixed at the low sum of 2000 marks the income 
limit for non-manual workers and voluntary insurers. 
Subsequent amendments (chiefly, 1892) did little more 
than permit extension of compulsory insurance by 
local statute to certain special groups. Only lately, 
by the codifying act of 1911, has general inclusion 
been made of agricultural and forestry workmen, 
casual laborers, domestic servants, and persons en- 
gaged in house industry. At the same time the in- 
come limit for special workers has been raised to 
2500 marks. The invalidity provisions have not 
been notably changed. It is only in the future, there- 
for, that the German scheme will be nearly as inclusive 
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as the English. No thought of experiment inspired 
the Lloyd George act! 

Protest against inclusion under the act came for 
only one or two groups of persons. They were the 
clerks whose salaries (under £160) had continued to 
be paid during absence for brief sickness and for whom 
fears were felt that employers would cease this custom. 
And they were the domestic servants. Till the very 
end of the term of the bill in Parliament, scarcely a 
word was breathed about the position of servants. 
Then prominent women began to epistolize the news- 
papers and for November 29th a public meeting was 
called at Albert Hall. Ten thousand attended, other 
thousands stood outside. A large majority were 
women, mostly servants, so the report tells. Reso- 
lutions were passed asking exemption of domestic 
servants from the demands of the act, on the ground 
that employers were now giving medical attention 
and comforts to sick servants. 1 Despite the spectacu- 
lar suddenness of the episode, Mr. George succeeded 
in convincing Parliament that inclusion of the servants 
would be wise; a change from the bill provided only 
for additional benefits where servants already received 
the usual benefits. 

Concerning any compulsory insurance system no 
more fundamental question can be asked than, How 
shall the cost be met ? No country that has yet 
established a sickness insurance system has wholly 
absolved the workmen from a share in the burden. 
Some socialists in England suggested indeed that the 
State should bear the entire cost, 2 but Parliament 
took little heed of them. Every state that has estab- 

i Spectator, Dec. 2, 1911, p. 947. 

2 In the Commons, Mr. Snowden so argued on July 6. Mr. Bernard Shaw also 
stood forth for a non-contributory system. 
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lished sickness insurance, after Germany in 1883 
pointed the way, in so far at least took its cue from 
Germany as to give to both employers and employees 
a share of the burden. Germany herself fixed at 
two-thirds the portion that workmen should pay; at 
one-third the portion of employers. In invalidity 
insurance German workmen and employers share 
equally and the State adds a fixed sum, usually much 
less than a quarter of the total. Austria in 1888 
differed only to the extent of allowing employers, if 
they desired, to shoulder a part of the workmen's share. 
Hungary in 1907 (superseding her law of 1891) assigned 
to employers one half and to workmen one half. 1 
Luxemburg in 1901 followed closely the German 
system. Norway in 1909 charged the workmen with 
six-tenths, the employer with only one-tenth, and 
then broke precedent by charging the local authority 
with one-tenth and the State with two-tenths. 

Mr. Lloyd George's plan — not as regards its general 
features changed by Parliament — is precisely like 
none of these. It most resembles that of Norway, 
in that it gives a substantial share to the State; and 
that of Germany in that it gives a rough third to the 
employer; but it is merely more liberal than any 
precursor, even than Hungary, in the share that it 
gives to the workmen. Where every other country 
had laid not less than one-half nor more than two- 
thirds of the load upon the workmen's backs, England 
laid three-eighths in the case of the women and four- 
ninths in the case of the men. Mr. Ramsay Mac- 
Donald tried hard to get the burden born equally by 
State, employer, and employee. " The advantage 

1 Since no book in English that I have seen gives a description of this interesting 
act, reference may be made to an article by M. Szant6 in the Economic Journal, Dec. 
1908, pp. 631-636. The text is given in the standard works of Zacher, vol. viii b, 
Berlin, 1908, and Bellom, supplement general, Paris, 1909, pp. 237-347. 
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of the scheme to the State," Mr. Lloyd George had 
said in introducing his bill, " is, of course, in a happy, 
contented and prosperous people." 1 This advantage 
is to be purchased by a weekly payment of 2d. for 
each insured man or woman. The employer's in- 
terest " is the efficiency of his workmen, and there is 
no doubt at all that a great insurance scheme of this 
kind . . . increases the efficiency of the workmen 
enormously." 2 Such efficiency the employers buy 
by a weekly payment of 3d for each insured man or 
woman. Workmen, for the obvious gain which they 
will secure, are to pay, in the case of men 4d. weekly, 
in the case of women 3d. 

Given a tripartite division of payments, only ex- 
pediency, it would appear, can determine the shares. 
In Germany the argument had been freely used that 
if you would make a system universal you must pur- 
chase acceptance of it by favors in cost. Mr. Lloyd 
George and his associates dwelt often on the good 
things that the workman's 4d. or 3d., subsidized, would 
buy for him. To the members of Parliament the 
Chancellor of the Exchequer put forth three reasons 
why the workpeople had been insuring insufficiently 
when left to themselves; the reasons seem also to 
urge the desirability of a subsidy. First, wages are 
often too low; second, in sickness and unemployment 
premiums cannot be maintained. Third, the sufficient 
margin of wages is spent in other ways. Mr. Lloyd 
George added that the 250,000 annual lapses in the 
friendly societies indicate 5,000,000 lapses in twenty 
years. 3 Doubtless, finally, the sympathy that expressed 
itself in gratuitous old age pensions was not absent 
in the new legislation. 

1 This speech of May 4, 1911, is conveniently accessible in The People's Insurance, 
explained by D. Lloyd George, London, Hodder and Stoughton, 1911; see p. 11. 

8 Ibid., p. 10. 8 The People's Insurance, pp. 5-6. 
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Much bitter criticism was directed against the pro- 
vision prescribing (with exceptions presently to be 
noted) uniform rates of premium for all insured 
workmen. No continental precursor had done that. 
Germany and Austria had claimed from the work- 
men percentages (from one to four) of their wages. 
Germany in her invalidity insurance and Norway in 
her sickness insurance had graded the workmen 
into five and four (respectively) income groups and 
had exacted premiums varying proportionally with 
these. In return benefits had been graded. But 
the Lloyd George bill, sustained by the law-makers, 
had established a flat rate. 1 To be gained by this 
provision was an enviable degree of simplicity in the 
administration both of contributions and benefits. 
But the poorer workmen might with great difficulty 
sustain the uniform charge which bore with relatively 
great heaviness upon them. And of the very poorest 
workmen of all a special class had to be made, to 
whom special favors perhaps involving a new prin- 
ciple were accorded. 

The group here consists of those " employed contrib- 
utors of either sex of the age of twenty-one or up- 
wards whose remuneration does not include the pro- 
vision of board and lodging by their employer, and 
the rate of whose remuneration does not exceed 2s. Qd. 
a working day." To the premiums of this class the 
principle of the minimum wage may be said to have 
been applied. The normal weekly premium of 9d. 
for men and Sd. for women is collected. Where the 
earnings are not over Is. 6d. per day, the insured 
pays nothing; the Treasury allowance of 2d. is in- 
creased to 3d., the employer adds for men 6d., for 
women bd. When the earnings run from Is. 6d. to 

• A counterpart for this principle exists in the French Old Age Insurance Act of 
1910. 



286 QUARTERLY JOURNAL OF ECONOMICS 

2s., the insured relieves the employer to the extent 
of Id. When the earnings are 2s. to 2s. 6d., the in- 
sured pays 3d., so relieving the employer of an addi- 
tional penny and restoring the State to its normal 
allowance. In unmistakable terms it was recom- 
mended that the burden upon " the employer who 
profits by cheap labour " be in consequence of his 
advantage increased. 1 Insurance, held to be one of 
the necessaries of life, is to be purchased for the poorest 
workers chiefly by their employers, secondarily by the 
State. 

The class of voluntary insurers is interesting, mainly 
for the changes made in the bill by Parliament. 
" The Governor of the Bank of England could join 
if he liked and he would receive the State contribu- 
tion," Mr. Lloyd George had said when presenting his 
bill. 2 But the House committee was persuaded by the 
doctors and others that an income limit of £160 was 
not too high. Voluntary contributors assume the share 
of the employer, as in the continental systems also. 

For none of the insured was a difference of contri- 
bution based upon age. Throughout the period of 
transition to the time when all members of the system 
would have joined at the age of sixteen, a special 
advantage must accrue to older persons, since their 
sickness rate is high. To those who urged that the 
young must for a time support the old, the answer 
was only that the contributions of employers and 
State were so large that the young would at the outset 
receive in benefits more than they paid out; while 
in fifteen years, by actuarial calculation, the special 
burden of the old would virtually cease and then the 
rates of benefit could be generally increased. 3 

1 The People's Insurance, p. 9. ' Ibid., p. 132. 

1 Ibid., p. 9; cf. L. G. Chiozza Money: A Nation Insured, London, 1911, p. 21. 
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It is in the five species of benefit assignable to eligible 
workmen that the raison d'etre of the act is to be 
sought. 

(1) " Medical benefit." This is described as 
" medical treatment and attendance, including the 
provision of proper and sufficient medicines, and [by 
Parliamentary amendment to the bill] such medical 
and surgical appliances as may be prescribed." This 
minimum the continental schemes also had prescribed. 
Where the insurance society is opulent, and in some 
other cases, the benefit can be extended to persons 
dependent on the labor of an insured person. For 
this extension, a decidedly liberal precedent existed 
in Norway. It may be pointed out in passing that 
the provision of free drugs upon prescription is a great 
blow at quack medicines. 

(2) " Sanatorium benefit." This consists of " treat- 
ment in sanatoria or other institutions or otherwise 
when suffering from tuberculosis, or such other diseases 
as the Local Government Board . . . may appoint." 
Voluntarily, and not at all because of minimum legal 
provision, the German invalidity associations had 
set up over the Empire sanatoria and other special 
means of treating the tuberculous. Their achievement 
had been widely acclaimed. 1 Its benefit had been 
in intention fiscal as well as humanitarian. An in- 
teresting parallel is offered in the recent history of 
certain American industrial insurance companies. The 
principle that an insurance institution may wisely 
spend money to reduce its worst risks is indeed no new 
one. But precedent is lacking for the magnitude of 
its application in England. 

1 In 1909, the invalidity associations treated 101,188 persons, at an average expense 
of 240 marks. Of the number 42,980 were consumptives. Amtliche Nachrichten 
des Reichs-Versicherungsamts, 1910. 2 Beiheft: Statistik der Heilbehandlung, pp. 
100 and 162. 
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In introducing his bill, the Chancellor had dwelt 
passionately on " the most heartrending and painful 
disease that ever afflicted the human race." There 
were, he urged, four or five hundred thousand persons 
suffering from tuberculosis in the United Kingdom. 
One out of three deaths of males aged fourteen to 
fifty-five was from tuberculosis. Only 2000 beds 
were available in sanatoria (enough for 6000 patients 
a year). " Because the State has suffered," the State 
should act. 1 While Parliament was debating the 
sanatorium benefit, the Royal Commission on Tuber- 
culosis presented its final report showing that bovine 
tuberculosis is communicable to man. 2 It is expected 
that a special Treasury contribution of £1,500,000 
will be used for building sanatoria and that over 
£1,000,000 a year, drawn from the insurance funds, 
will be used for maintenance. To every pound that 
the local authorities contribute to sanatoria, the 
Treasury will add a pound. So a chain of sanatoria 
will cover the land. Section 17 of the act provides 
for the extension of the sanatorium benefit to depen- 
dents of the insured. 

(3) " Sickness benefit." Nothing novel is ventured 
here. Beginning from the fourth day of illness and 
continuing for not more than twenty-six weeks, a 
weekly payment of 10s. for men and 7s. Qd. for women 
is established. On the continent a percentage of 
wages had been usual, but the English law provides 
for a variety of reductions from the benefit for cause. 
In Germany the duration of the benefit was long 
maintained at thirteen weeks, and invalidity payment 
did not begin before a further equal interval. 

(4) " Disablement benefit." Five shillings weekly 

1 The People's Insurance, pp. 17 and 18. 
* The Spectator, July 15, 1911, p. 95. 
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are payable after disease or disablement has lasted 
twenty-six weeks, and may continue if necessary to 
the age of seventy. The German invalidity benefit 
differs only in depending for its amount on the number 
and amount of premiums previously paid. 

(5) " Maternity benefit." In the case of confine- 
ment, 30s. are payable to any insured woman or the 
wife of an insured man. For such provision there 
was general precedent. 

As by the German law, sundry " additional 
benefits " are permitted. In special cases these are 
alternative or wholly supplementary to those enu- 
merated. They will become important when the bur- 
den has been outgrown of those persons who now join 
the scheme in middle or advanced years. Partly they 
are only more liberal provision of the previous bene- 
fits (having a parallel in those of the more successful 
German sickness clubs). Partly they are new, such 
as dental service, maintenance of convalescence homes, 
superannuation allowances, remission of arrears (or- 
dinarily, arrears averaging more than thirteen weeks 
a year compel a graded reduction of the benefit, espe- 
cially the cash benefit). In Germany convalescence 
homes had had a significant development. Conspicu- 
ously absent from the British list is the burial benefit 
of other systems, offered even by many of the friendly 
societies and trade unions of England. 

No knottier problem presents itself to the framers 
of an insurance scheme than that of the administrative 
machinery by which it shall work. The State may 
compel insurance through societies set up by itself. 
No state has done that. Or it may compel insurance 
through the existing organizations and others like 
them to be provided. No state has done just that. 
In varying degrees an option in the choice of an in- 
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stitution has been permitted in all schemes hitherto 
enacted. 

The country most tolerant of previously existing 
societies has been Germany, yet unwillingly. Gilds, 
miners' associations, friendly societies, factory and 
building societies, local (trade) societies were per- 
mitted, and for workmen not naturally fitting into 
these, a communal machinery was set up. Austria, 
while permitting the same range of societies, made 
her official (Bezirk) organization quite separate from 
the local administration, and by grouping the official 
societies in contiguous districts permitted a series of 
economies which made the public institution in itself 
inviting. Hungary abandoned in 1907 all types of non- 
public society except the employer's society. Norway 
presumes that the insured will join a public local 
organization, but allows the existence of any society 
that fulfils certain qualifications. The new German 
Reichsversicherungsordnung of 1911, tho abolishing the 
communal organization, reduces the voluntary activity 
of the other types, and sets up also an elaborate 
machinery less for the residual workmen than for 
those special classes (like the agricultural laborers) ad- 
mitted to insurance in 1911. The German invalidity 
benefit continues to be administered by bureaucratic 
institutions. 

There is thus, outside of Great Britain, an increasing 
disposition to develop special administrative machin- 
ery. Boldly sailing in an opposite direction, the 
Lloyd George act has a friendly greeting for any 
voluntary society that complies with minimum de- 
mands. More than a hint doubtless came to the 
Chancellor from the French Old Age Insurance law of 
1910. Yet the utilization of societes de secours mutuels 
for pension service is a lighter task than the utilization 
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of the friendly societies and trade unions for the multi- 
form services of sickness insurance. As we shall 
see, the Chancellor's special machine^ is not large, 
and is in the main autonomous. 

Under the act the chief duties of administration 
fall to "approved societies," — not quite those so 
named in the friendly society acts. To secure approval, 
societies must not be carried on for profit. They must 
be subject to the absolute control of their members 
(non-honorary). They must reject no applicant for 
membership on ground of age. They must make 
rules (to be approved) for their government, for 
managing disputes, for administering benefits, etc. 
They must deposit security to protect the funds they 
handle. They must keep separate books for all business 
under the Insurance Act. Every three years they 
must submit to a valuation. If a surplus is then 
found (it will arise from good management), they 
may turn it to their own uses; if a deficiency is found 
(it can only result from bad management), they must 
make it up, as by levy, and a society with branches 
is responsible for the deficiency of a branch. If at any 
valuation a society has less than 5000 members, it 
shall be pooled for the purposes of the valuation with 
as many others as will attain a total of 5000. Pooling 
may be by a voluntary "association"; otherwise 
it must be through the formation of a local " group " 
by the authorities. With slight modification the 
rules touching surplus and deficiency then apply to the 
association or group. The original bill had asked 
that 10,000 be the minimum. No other county has 
sought so drastically to secure the economies of large 
numbers. The average membership of German clubs 
has increased since 1885 from 228 to 538 1 (1908); 

1 Twenty-fourth Annual Report of United States Commissioner of Labor, vol. i, 
p. 1221. 
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many have less than 100 members. 1 The other con- 
tinental schemes likewise include hosts of small socie- 
ties, paying in their costs the penalty of smallness. 

Provision is made in the bill for the retention of 
employers' provident clubs, but the general rules 
enumerated apply to them. No employer shall re- 
quire his workmen to insure through such clubs. Trade 
unions should find compliance with the requirements 
for " approved societies " not difficult. Their most 
considerable task would be the segregation of insur- 
ance funds; this has not been without precedent on 
the continent at least. 

Whether, under the new regime, the friendly so- 
cieties will deteriorate in character, thoughtful persons 
have asked. 2 The 6,000,000 memberships now existing 
in England, representing fully 4,500,000 persons, are 
an unparalleled achievement in voluntary insurance. 
Through years of disaster the societies gradually 
developed principles of organization which have fecun- 
dated associations the world over. Collapse still 
occurs; societies with old men are avoided by the 
young. 3 Those societies that come under the five- 
year valuation are, in a distressing majority of cases, 
shown insolvent and forced to reduce benefits or 
increase premiums. Despite this the growth has 
been so large, the training in self-government so 
valuable, that many persons have feared that the 
regulating hand of the State might freeze out the 
spontaneity and progressiveness that have charac- 
terized the clubs. 

1 44.6 per cent of the 23.240 societies in Germany in 1908 had less than 100 members. 
See Einfiihrung (p. 9) by Dr. Olshausen in Reichsversicherungsordnung, Berlin, Hey- 
mann, 1911. 

2 The essential difficulties were outlined betimes by Sir E. Brabrook in State In- 
validity Insurance, Economic Journal, March, 1911, pp. 1-5. 

3 The Poor Law Commission reported failures of friendly societies among the 
minor causes of pauperism. (Report, p. 226). 
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So it is not unnatural that sides should have been 
taken in controversy. In the act as passed, the 
Chancellor's original provisions touching " approved 
societies " are scarcely recognizable. For the dividing 
clubs, ignored in the bill and in the act, no place 
naturally could be found at all. The other societies 
sought amendment of nearly every clause regarding 
sickness insurance. 1 Their objection against asso- 
ciation and grouping of societies did not prevail. 
Nor was a tangible proposal possible, given " national 
insurance," that the character of the membership of 
societies should not be diluted. Hitherto the elite 
among the workmen, most of all the artisans, had 
been insured. Henceforth a lowering of the bars, 
the admission to " friendly " insurance of many who 
would not otherwise have been sought as " friends," 
was inevitable. Even tho the lowest classes of all 
were specially provided for, the average would 
decline. 

The approved societies are allowed to invest in 
such channels as are open to savings banks, or to 
expend, as necessary, for administration and benefits, 
the sums representing the contributions of their mem- 
bers to the insurance: Ad. weekly per man, 3d. weekly 
per woman, in normal instances. Here are the 
chances for surplus or deficit — the reward or, as 
may be, the price of autonomy. The benefits to be 
administered are only those involving payments of 
cash — sickness, disablement, and maternity, and 
such " additional " benefits (in cash) as opulence may 
allow. Be it said in this connection that any surplus, 
actuarily genuine, by now accumulated in the societies 



1 For a list of amendments desired shortly after the bill was introduced see J. H. 
Watts: National Insurance Bill. London. Stevens & Sons, 1911; pp. 244-276; 
pp. cf. 9-19. 
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shall continue wholly at their disposition, for additional 
benefits to present members. 

Funds will be collected by a stamp system as in 
Germany. Each workman will carry a card on which 
his employer on pay day will enter stamps, bought 
at the Post Office, for the amount of the workman's 
and the employer's contributions. When the card 
is filled the society will hold it as an evidence of pay- 
ments. 

Nearly 900,000 persons, the actuaries calculated, 1 
will be refused admittance to any approved society. 
Such men, the unsteady and the disabled, the flotsam 
and jetsam of industry, and men expelled for valid 
reasons by the societies, may find cover under an 
official arrangement. Without setting up such special 
instruments for insurance as the continental countries 
have done, the government lets these persons become, 
through the post offices, " deposit contributors." They 
are not insured. They save compulsorily and they 
enjoy the employer's and State's subsidy. Until 
their individual credit is exhausted they may draw 
the usual cash benefits. Deduction is made also for 
the medical benefits, for administrative costs, and the 
like. The " bad risks " will speedily fall upon the 
rates — where till now they have been ; they will 
not be a burden on the good risks. They are a class 
surgically cut out of the insurance system. In Ger- 
many far less choice as to membership rests in practise 
on the societies, so that the bad risks do not so freely 
collect at the bottom as chey will in England. Ghent 
found that a voluntary system of subsidized saving 
(for unemployment) intended essentially for the un- 
skilled failed utterly. Parliament, not persuaded 
that Mr. Lloyd George's compulsory plan was a roseate 

> Op. oit. pp. 7—9. 
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solution, gave it only experimental existence, to Janu- 
ary 1, 1915. 1 

A new and pregnant specialization is given in the 
English scheme to the medical service. The club 
method of insurance has always had a natural basis 
in the opportunity it has given to control malingering. 
But the club method has had less certain advantages 
for the supply of medical treatment. Not without 
reason the Lloyd George act establishes in every county 
and county borough a special Insurance Committee 
(called in the bill, till the stage of recommitment, 
Local Health Committee). Among the members (40 
to 80) of such committees, three-fifths shall represent 
the insured and the deposit contributors, one-fifth shall 
be appointed by the council of the county or county 
borough, two members shall represent the doctors, one 
to three members shall be doctors, the rest shall be 
appointed by the upper insurance authorities. Every 
approved society with members in the county shall, 
in so far, have arrangements with the Insurance 
Committee to administer its medical and sanatorium 
benefits. 

Round the position of the doctors under the bill 
a bitter contest was fought. The opposition of the 
friendly societies to losing all direct connection with 
the doctors was strong. But this was nothing com- 

1 The Webbs contemplate with gloom the sifting-down process. " There will 
be a steady tendency towards the segregation of good lives in the strongest societies, 
leaving the descending scale of indifferent and bad lives to fall into the other societies 
.... We shall have the curious spectacle of those Friendly Societies . . . capable 
of providing for their own sickness without help from others, voting themselves trien- 
nially larger and more varied benefits out of the unnecessarily liberal Government 
subvention and employers' contribution; whilst other Societies, reduced to accepting 
the indifferent lives of the very poor, will find themselves at each valuation, struggling 
to maintain the prescribed minimum of solvency. . . . And at the bottom of the 
scale we shall find a heterogeneous crowd of so-called " Post Office contributors," 
literally millions in number, of all ages and both sexes; and their benefits under the 
scheme are meagre." S. and B. Webb, The Prevention of Destitution (London, 1911), 
p. 177-178. A danger there Is; but is it likely that approved societies will not arise 
to look after most among the " millions " ? 
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pared with the unrelenting campaign of the doctors 
themselves. The Chancellor's assertion that the bill 
was not a " Doctor's Endowment bill," his imprudent 
allusion in a speech to the " wrangle in the sick- 
room " J only fanned the blaze. From the first the 
doctors held that the ambit of the bill should be re- 
duced, for both voluntary and compulsory contrib- 
utors, to persons earning not over, say, £2 weekly. 
Otherwise, well-paying practises would be lost to them. 
They asked for a larger fee. The act as passed merely 
gives the Insurance Committees power to make arrange- 
ments with the doctors: to publish lists of doctors 
who will do service, to accept any efficient doctor 
who applies, to secure to the insured the right to 
choose their doctor (who may, however, reject the 
insured), and otherwise to assign doctors to the in- 
sured. 2 The financial provision was such that a 
capitation sum of about 6s. a year would be available 
for treatment and drugs. One shilling would be 
needed for drugs. The five shillings remaining to 
the doctors were really, the Chancellor urged, a larger 
sum than they had been getting. The friendly societies 
had paid 4s. commonly and that sum covered the cost 
of drugs. True, they were select persons. But again, 
payment by the poor was often defaulted; it would 
not be henceforth. And tuberculous cases would be 
out of the hands of doctors. Yet the doctors per- 
sisted. The British Medical Association's opposition 
was endorsed by 20,000 of its members. 3 Various 
concessions were secured. After the act had been 
passed, 2000 doctors met in London, hissed (so the 

1 Watts, op. cit. p. 48. 

2 In Germany choice of the doctor by the insured had been little restricted; the 
" Streber," anxious for practice, had been at times an evil. 

3 Daily papers, December 19. The Nation (London), December 23, p. 499. For 
amendments desired by the Association, see Watts, op. cit., pp. 277-284. 
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report goes) Sir Victor Horsley for having yielded to 
the blandishments of the Chancellor, and voted to 
boycott the act. 1 Out of 20,712 replies to a letter 
sent to doctors, The Practitioner received 20,149 saying 
that honest service could not be given under the act; 
and that journal is now seeking to find 23,000 who 
will (conditionally) boycott the act — enough to 
prevent its working. 2 But probably the 8000 doctors 
(more or less) needed to work the act will be found; 
that is about one-fourth of the doctors to attend 
one-third of the people. 3 

Administration of medical and sanatorium benefit 
is only part of the duties of the Insurance Committees. 
They must from time to time make reports as to the 
health of the insured persons in their area. They 
are required to do what many German societies have 
been doing spontaneously — provide for the giving 
of lectures and the publication of information on 
questions of health. 4 They share the power to demand 
reimbursal for sums spent on excessive sickness where 
they believe that the excess is due to conditions of 
employment, bad housing, or insanitary conditions, 
insufficient or contaminated water, neglect to enforce 
factory legislation, or legislation dealing with public 
health or with the housing of the working classes. If 
agreement is not reached, the Secretary of State or 
the Local Government Board may conduct an inquiry 
and, if ground exists, compel the losses to be made 
good. Inquiry into excessive sickness had been under- 
taken occasionally in Germany. 

The national machinery provided to operate this 

1 The Spectator, December 23, 1911, pp. 1110-1111; January 6, 1912, p. 12. 

2 On the doctors, cf. Watts, op. cit. pp. 22-48: Saturday Review, June 3, 1911. 

8 For the important class of persons in " secondary poverty," in Mr. Rowntree's 
nomenclature, this may be a pregnant provision. 
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insurance system of many parts is simple enough. 
A number (undetermined) of Insurance Commissioners 
shall have a central office in London. They shall 
make regulations for carrying the act into effect. 
They shall approve societies, pass on their rules, 
appoint various officers, and be the court of highest 
resort in case of disputes. They shall appoint for their 
own assistance an Advisory Council of representatives 
of employers' associations and approved societies, 
some practising physicians, and at least two women. 
All contributions shall be paid into a National 
Health Insurance Fund. Moneys not needed for 
present use shall be duly credited and paid over to 
the National Debt Commissioners and by them in- 
vested in securities acceptable by savings banks, 
preference being given to stock or bonds facilitating 
advances for the purposes of the Housing Acts. The 
German invalidity and French old age insurance 
funds have similarly been applied in the interests of 
popular housing. The Insurance Commissioners shall 
credit to each approved society, in virtue of its admis- 
sion of persons over 16, so-called " reserve values," 
being capital sums needed to meet the sickness burden 
of such members, a burden not met in their own con- 
tributions. These sums will for some time be large. 
The Insurance Commissioners shall pay over to the 
societies the amount of the contributions of their 
members; but they will themselves, upon request, 
invest these sums for the societies. 

III. Unemployment Insurance 

To the unemployment part of the Insurance bill 
less discussion was directed than to the sickness part, 
both in Parliament and by the nation. That may have 
been because its provisions were not at the outset to 
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apply to more than 2,400,000 persons. 1 In every 
other respect, however, the plan was fitted to provoke 
discussion. It was a venture on a new sea. No 
other nation had made the venture. And few were 
the persons who had counselled it. For tho both 
majority and minority Poor Law Commissioners had 
recommended insurance, they desired voluntary in- 
surance. 2 The first book in English on the subject, 
Mr. Schloss's volume of 1909, 3 had advised against 
compulsion; the second, and much better book by 
Mr. Gibbon 4 had taken the same ground. And the 
only serious experiment with compulsion, the com- 
munal experiment of St. Gall, had collapsed years 
ago ignominiously — not wholly, however, for causes 
unavoidable. 5 

The actuarial difficulties in the way of compulsory 
insurance against unemployment were enormously 
greater than those in the way of sickness insurance. 
For the suggestive long series of friendly society 
statistics and the magnificent and comforting array 
of German data there was no equivalent. The act 
compels insurance for all workmen in the trades 
whose unemployment is most serious: building, ship- 

1 Return " containing the Report by Mr. Thomas Ackland ... on the Scheme 
for Insurance against Unemployment embodied in Part II of the National Insurance 
BUI." 1911, p. 5. 

= Report pp. 632, 1199-1201. 

y D. F. Schloss, Insurance against Unemployment, London, P. S. King, cf . pp. 72-81. 

4 I. G. Gibbon, Insurance against Unemployment, London, P. S. King, 1911, cf. 
pp. 238-250. 

5 Compulsory schemes had been as little favored by continental writers. See the 
full German study of the Imperial Statistical Office: Die Versicherung gegen die Fol- 
gen der Arbeitslosigkeit, Berlin, Heymann, 1906; cf. pp. 665-667. Similarly the 
Baden memorial of 1909, summarized in Reichs-Arbeitsblatt, Feb. 1910, p. 104. Also 
P. Dupont, L' assurance contre le ch6mage, Paris, 1908 (pp. 233-237); Ph. de Las 
Cases, Le chomage, Paris, 1909 (pp. 174-185); and A. Agnelli, La disoccupazione 
operaia, Milan, 1909 (260-281). Mr. Beveridge had been non-committal: Unemploy- 
ment, a Problem of Industry, London, 1910 (pp. 228-229). See below on advocacy 
of compulsion. 
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building, construction of works, mechanical engineer- 
ing, iron foundry, construction of vehicles, sawmilling 
(and the Board of Trade may extend it to others). 
But unemployment is an epidemic as well as a chronic 
social disease. With twenty years' figures of only 
certain trade unions before them, the actuaries felt 
warranted in inferring an annual average of five per 
cent unemployment, but they knew that their figure 
was not significant. 1 They were aware that in the 
previous ten years the unemployment benefits of the 
trade union members of the " insured trades " averag- 
ing annually per member almost £1, had fluctuated 
between 8s. 2d. and 34s. lid. 2 " The sound and 
prudent course," said Mr. Ackland, "is at the outset 
to proceed experimentally," and not " to attempt 
any differentiation of the rates of contribution or 
benefit in respect of (a) the ages, (b) the occupations, 
(c) the rate of wages, of the workmen." 3 In accord- 
ance, the act demands a uniform deduction for weekly 
wages of 2|d the addition of a like amount by the 
employer, and by the State lfd. (At 7-year intervals 
the level of contributions may be, within set limits, 
raised or lowered, as accumulating statistics warrant.) 
Here again is the tripartite device of the sickness 
scheme. The markedly occupational character of 
unemployment and the qualitative differences of the 

1 Report of the Actuaries (cit.) pp. 18-20. 

2 National Insurance Bill Tables showing the rules and expenditure of trade unions 
in respect of unemployed benefit, 1911, cd. 5703, p. 15; cf. pp. 276-293. 

3 National Insurance Bill, Return " containing the report of Mr. Thomas G. 
Ackland ... on the scheme for insurance against unemployment ..." London, 
1911, p. 10. Such distinctions are of course per se desirable; cf. Gibbon, pp. 260-261. 
For a defense of the principles of the British act see the presidential address of Sir 
H. Llewellyn Smith, Economic Science Section of British Association, Sheffield, 1910. 
Cf. W. J. Ashley in Economic Journal, June, 1911 (pp. 266-274) and R. Lennard in 
Economic Journal, Sept., 1911 (pp. 335-345). Compulsion had been favored by 
Mr. Churchill in 1909 (Speech reproduced in Liberalism and the Social Problem. 
London, 1910: cf. p. 266 ff.). 
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workers makes the appeal to working-class solidarity 
much bolder than in the case of sickness. The uniform 
state subsidy can be defended because unemployment 
is an unescapable' concomitant of. a state-protected 
regime of private property and competitive industry. 
But the trade's share (if one may so describe the 
employer's payment) should in the best system re- 
flect the peculiar risks of the trade. 

The administrative organization for the scheme at 
no point touches the peculiar organs of the sickness 
insurance. It is true that the employer will buy 
stamps at the post office but they will be special stamps 
and will be entered on a special card. All money 
constituting income under the scheme shall be paid 
into an Unemployment Fund, to be managed by the 
Board of Trade, which has large powers to make 
regulations for the insurance system. Investments 
shall be made by the National Debt Commissioners, 
again in such securities as savings banks may pur- 
chase. After the first week of unemployment, a 
weekly cash benefit of 7s. will probably be paid, and 
probably for as long as fifteen weeks in any year, if 
unemployment continues. 1 

The expected safeguards of a system whose hazards 
have to other countries been forbidding are several. 
The workman must " prove " his employ ability — 
past employment "in an insured trade in each of not 
less than twenty-six separate calendar weeks in the 
preceding five years." He must, while capable of 
work, have been unsuccessful in finding it. Here 

1 These terms the Board of Trade may freely change. It may change, as has been 
said, the rates of contribution. Further flexibility due to the difficult actuarial basis of 
the scheme takes the form of a possible Treasury advance to the amount of £3,000,000 
in time of need; if the fund is insolvent, the Board of Trade must temporarily so alter 
contributions and benefits as to restore solvency. The voluntary systems of Denmark, 
Ghent, and other places have been compelled in times of stress to increase subsidy 
disbursements greatly. 
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the admirable national system of employment ex- 
changes comes into play. The fact that no other 
country has such a well-organized system of ex- 
changes is the first reason why no other country could 
feasibly attempt compulsory insurance. Employment 
bureaus may reduce permanently the dimensions of 
what Mr. Beveridge calls the " reserve " of labor, 
even tho they may not abolish unemployment. Failure 
of the exchanges to provide labor in England will be 
fair evidence that unemployment is due to seasonal 
or cyclical or minor inevitable causes, and that the 
unemployed person may claim a benefit. The con- 
tinuance of his unemployment must be attested by 
the person's presenting himself every day to the 
authorities. 1 Probably the post office will be used, 
in part at least, for paying out benefits, as it is already 
used for old age pensions and will be for " deposit 
contributors " in the sickness system. The workmen 
shall not be forced to accept employment where there 
is a trade dispute or where wages are less than those 
paid as a result of collective bargaining or, failing 
that, by " good employers." No benefit shall be 
paid where the cause of unemployment is misconduct 
or a trade dispute. " Insurance officers " shall be 
appointed to test claims. The workman may appeal 
to a " court of referees " (representatives equally of 
employers and employees and a chairman appointed 
by the Board of Trade). If their decision is not 
accepted by the insurance officer, appeal may be to 
an " umpire " appointed for last resort. 

Of special interest are certain novel moralizing or 
preventive measures of the act. It is obvious that 
constancy of employment of many men is the first con- 

1 Tho the act is inexplicit, its intention is clearly that the labor exchanges should be 
worked into its administrative machinery. See National Insurance Bill, Part II, 
Explanatory Memorandum; London, 1911, cd. 5991, p. 4. 
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dition of decasualization — reducing the casual fringe. 
For every workman for whom 45 contributions have 
been paid during the year, the employer may claim 
refund of one-third of the portion paid by him (the 
employer). The refund will still be allowed if through 
the labor exchange two or more employers together 
keep the same person employed for 45 weeks. No 
analogous provision is made for the workman, prob- 
ably because it would introduce a non-industrial 
incentive for the workman's loyalty. But the work- 
man whose fitness has maintained him in employment 
whether with one employer or many, to such effect 
that at the age of sixty he has drawn in benefits less 
than the share of his wages he has contributed, may 
receive back the excess of his payments with interest. 
This seems an admirable device for rewarding work- 
people of superior industrial quality. It means that 
the real burden of caring for the individuals on whom 
the incidence of unemployment falls most promptly 
will rest mainly on those individuals, on the employers 
in general, and on the State. A third measure pro- 
vides that where an employer, instead of discharging 
anybody, employs all on short time, no contribution 
will for the time be demanded either for the employer 
or as deductions from wages. In mining, and to a 
less extent in the textile trades, short time has often 
been resorted to, 1 but it is not feasible for all industries. 
Lastly, if the insurance officer believes that defective 
skill or knowledge can be remedied by technical in- 
struction, he may draw upon the Fund to provide such 
instruction; but of course it must appear that less 
money will probably be needed in that case than if 
benefits are paid. 2 

1 Cf. Chapman and Hallsworth, Unemployment in Lancashire, Manchester, 1909, 
pp. 45-59. 

2 This important clause was added in Committee. See Standing Committee B, 
Fourth Day's Proceedings, pp. 301-314. 
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In interesting ways the trade unions are utilized. 
Where a trade union itself provides unemployed 
benefit, it may increase its disbursements, by paying 
out the benefits of the insurance system. To it will 
then be repaid out of the Unemployment Fund this 
supplementary portion; with the proviso, for pro- 
tection, that in no case shall the supplement exceed 
three-quarters the amount the union itself pays. 

In connection with the unions there is grafted upon 
the compulsory insurance scheme — which is not unlike 
the sickness insurance, and so, ulteriorly, the German 
system — a series of provisions for voluntary insur- 
ance imitated from the so-called " Ghent system." 1 
The characteristic is a public subsidy to unions paying 
unemployed benefit, proportioned to the amounts 
they pay. This principle, applied by numerous Bel- 
gian and other cities, has been incorporated in 
national legislation by Denmark and Norway. Its 
limitation is that workers who are not union members 
— chiefly the unskilled — miss the advantage of the 
subsidy. Norway is exceptional in providing that 
to get the subsidy unions must admit any applicant 
to insurance membership at least. Such insurance 
systems have had marked success. To unions not 
in the insured trades, paying out-of-work benefit, the 
Lloyd George act will repay a sum not exceeding 
one-sixth of the amount expended on out-of-work 
benefit. Probably the subsidy will lead in England, 
as it has led elsewhere, to greater effort on the part 
of the unions to insure themselves. It should be 
added that the subsidy is to be granted, so as not to 
discriminate, to unions within the insured trades 
also. 

1 Its author has objected to this term, because at Ghent persons not in trade unions 
were also provided for. 
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IV. Ulterior Effects 

Are there seeds of destruction in the Lloyd George 
act ? Will experience prove the skeptical right ? Will 
some day, when it is too late, the evidence be clear 
that National Insurance is the all-pervading cancer 
destroying the vitals of the State — as a German 
critic held recently of the German system ? 

In a realm so new one can only speculate. Assuredly 
the mutations of society offer today no more inviting 
field for speculation than the probable effects of in- 
surance schemes. Enough that is tangible can be 
grasped to bring results not wholly unconvincing. 

One needful factor in a state insurance scheme is 
economy of organization. At the cost of certain 
inequalities among the insured, the British act pro- 
vides a machinery unprecedentedly simple. The flat 
rate of contribution, the high minimum of mem- 
bership in the approved societies, the virtually single 
type of society, supplemented by a simple state and 
local organization, all these point to economy. The 
German stamp system, copied even by France and 
now by England because it seems indispensable, 
has not in Germany created a high cost of administra- 
tion. In 1908 sickness insurance cost as to adminis- 
tration $.35 a member in Germany, equal to 5.25 
per cent of the year's expenditures. 1 A state organiza- 
tion of medical service is no unnatural consequence 
in an era of public health boards, general hospitals, 
factory doctors, and insurance company doctors; it 
merely insists to the full on the economies of com- 
bination. 

But are not the economies of combination over- 
whelmed by special losses when medical service is 

1 Twenty-fourth Annual Report of U. S. Commissioner of Labor, Vol. I, pp. 1237, 
1230. 
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part of an insurance system ? The question is most 
serious. Idleness and part pay are not always an 
inconvenient alternative to work at full wages. In 
the purely mutual friendly societies malingering is 
a parasite that only resolute management can control. 
In German employers-aided insurance it is a more 
dangerous foe; the strange institution of the paid 
visitor has in some places been resorted to and, we 
are told, without encountering ill-will! Many per- 
sons believe that malingering is the whole or main 
cause of the increase in number of average cases of 
sickness and days of sickness per year in Germany. 
Other causes are given; the inclusion of diseases not 
formerly included (those arising in misconduct), the 
doubling of the period in which sickness benefit may 
be paid, a heightened concern for less serious attacks 
of illness previously passed in neglect. 

Another cause for the increase in sickness, here 
tentatively urged, seems to have escaped attention. 
It is probably one which every insurance system must 
contemplate, even if much preventive activity is 
undertaken. " The sickness-rates of the Friendly 
Societies," it is said (as evidence of malingering), 
" go steadily up, notwithstanding that the death 
rate, which usually measures the amount of real dis- 
ease, is falling among the Friendly Society member- 
ship as among the population at large." 1 The same 
antithesis is pointed out for Germany: "in contrast 
with the increase in sickness rates, there has been 
a decrease in the death-rates." 2 One must ask: does 
the death rate infallibly run parallel to the rate 
of real sickness ? A very high death rate means 

» S. and B. Webb: op. cit., p. 167. 

2 I. G. Gibbon: Insurance against Sickness and Invalidity and Old Age in Germany, 
Economic Journal, June, 1911, p. 191. 
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usually that infant mortality is great; it is less con- 
clusive of the sickness of adults. A very low death 
rate means (in a population unaffected by migration) 
that most people born live to old age. Now it is a 
familiar fact that among our civilized countries infant 
mortality has declined and that for every age group 
the expectation of life has increased. This need not 
signify that there is less sickness per person, but 
perhaps only that advanced medical and surgical 
knowledge and skill have succeeded in getting more 
people past crises than before. Physicians constantly 
tell us, of some notable person, that with present 
medical ways he would not have died when he did. 
Excision of the appendix, for example, has saved 
countless persons from death. For nearly every 
serious disease the decline in the death rate relative 
to the number of cases of illness has been extraordinary. 
Has there been less real sickness ? Of smallpox, 
yellow fever, typhoid, the epidemic diseases especially, 
there has been much less. Here preventive medicine 
has triumphed signally. Pneumonia and cancer have 
apparently been increasing, and the death rates from 
them, too. Appendicitis is probably not less frequent 
than it was. It is doubtful if phthisis is less, tho 
fewer cases lead to death. The sexual diseases con- 
tinue widespread. Minor ailments are omnipresent. 
" Once you penetrate beneath conventional acquaint- 
ance there will almost invariably be found some 
functional impairment of heart, liver, kidneys, or 
bladder; or dyspepsia, gastritis, jaundice, gallstones, 
constipation, diarrhea; or insomnia, neurasthenia, 
nervousness, neuritis, ' neuralgia, sick headache; or 
tonsilitis, bronchitis, hay fever, catarrh, grip, colds, 
sore throat; or rupture, hernia, phlebitis, skin erup- 
tion; or rheumatism, lumbago, gout, obesity; or 
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decayed teeth, baldness, deafness, eye ailment, spinal 
curvature, lameness, broken bones, dislocations, sprains, 
bruises, cuts, burns, or other troubles." 1 These 
illnesses are " real " enough. Some we do not know 
how to prevent. Some we do not care to prevent 
directly, but they are points of weakness and may 
lead to more serious and, from the new point of view, 
unpreventable diseases. Nearly every patient whom 
doctors save from death retains a locus minoris re- 
sistentiae. Many diseases would require miracles 
of well-ordered lives to prevent. No smallpox tactics 
suffice. They come with urban inhabitation and 
the excitement and joys of urban living. They come 
with the comforts and refinements of civilized life, 
with means taken to rise in the social scale and means 
taken to maintain social position. They will always 
depend upon the most human of traits, the Bohm- 
Bawerkian assessment of present goods above future 
goods. With more people not only living in cities, 
but living and working and playing indoors, there 
may be a decreasing hardiness of fibre in the individ- 
ual and an increasing sensitiveness that makes for 
disease. 

The case is not without its compensations. With 
medical aid we survive to later years. Statistics 
universally show greater morbidity with advancing 
years. More of us live to the years of morbidity. 
We are willing to be sick once oftener next year and 
two weeks longer next year than last, if in return we 
may be well for nine tenths of next year. This is true, 
not " despite " a decrease in the death rate, but 
as a means to the decrease. Statistics to be sure show 
both in Germany and England, a somewhat increased 

1 I. Fisher: Report on National Vitality (Bulletin of the Committee of One Hun- 
dred on National Health), Washington, 1909, p. 38. 
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morbidity for the middle and early age groups too. 
Apart from the general influences described that make 
illness more frequent, is it not true for these years, 
as it clearly is for later ones, that survival where once 
death would have followed disease may leave individ- 
uals more than normally susceptible to fresh illness ? 
Just how important this factor is I shall not venture 
to say. 1 

An economic factor deserves mention. So far as 
a population includes persons whose standards of 
living are low, who marry early and have many chil- 
dren, insurance will for them avail little. Nay, it 
may intensify the competition for life: maternity 
benefit invites to the new struggle, sickness treatment 
postpones the death that might end the struggle. 
In another direction the consequences of the act, as 
regards births, will be more significant. When addi- 
tional benefits are extended to the worker's dependents, 
or when sickness or unemployment pay contributes 
to maintain children in health (as it certainly will), 
the death rate of children will tend to decline. Corre- 
spondingly the births in such families will be fewer. 
For the workman whose standard of living includes 
a family of five will be less likely to have to make good 
by further procreation a loss by death. With the 
rapid acceptance by the working classes of means of 
voluntary restriction of births, this consequence of 
the act may be far-reaching. 

The Lloyd George Act presupposes the correctness 
of a principle of action which is still mooted. Both 
its sickness and unemployment provisions embody 
what may be designated the minimum-wage principle. 
The contributions of employers and the State will 

1 See in connection with this paragraph the diagram in S. and B. Webb, op. cit., 
p. 217, showing the rising rates of sickness by age groups. 
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only in part come out of wages. It is striking that the 
income-tax minimum of £160 is the maximum income 
for an insurable person not a manual worker. To him 
that hath not shall be given, from him that hath shall 
be taken away. Taxes contributed indirectly by in- 
sured persons certainly amount to less than half the 
public income. The employers' contribution cannot 
all be shifted to wages. Largely therefore the pros- 
perous must subsidize the indigent. The weak will 
survive. The disproportion with the strong may in- 
crease. The hope is that the nation will gain because 
the poor, cared-for, will become stronger industrial and 
social citizens. Malthus would have been skeptical. 
Yet nations have shown themselves capable in the last 
century of raising their plane of living. 

More serious may be the moral menace. Even if 
some of the state's and employer's burden is shifted 
to the workmen, the form of insurance remains that 
of a great subsidy. The worker is getting not only a 
quid pro quo but a quid pro nihilo. When the worker 
ceases to support the State and the State supports the 
worker, in President Cleveland's phrase, trouble may 
come. How Herbert Spencer would have been dis- 
heartened by this latest confusion of the " law of the 
state " and the " law of the family"! The question 
of malingering sinks to secondary significance. Mul- 
titudinous dangers are predicted to follow reliance 
upon the State: loss of initiative, independence, bold- 
ness, persistence, industry. Nay, these qualities are 
even now deficient — how can insurance implant 
them ? Are we not again in one of these eras when 
men think only of reforming the State and not of 
reforming themselves? Eloquently in the last pages 
of his monumental work, Charles Booth, tracing the 
chief needs of the people of London, held greater 
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individual responsibility to be a leading one; yet the 
largsses of the State were then more spare than they 
are now, and will be. 

Those who hold that all manly qualities are born 
of the struggle and that the greater the struggle the 
finer the qualities, will view with regret the English 
insurance system. They point out that the poison 
of the peace movement is already that it provides no 
moral equivalent for war. With open arms they 
" welcome each rebuff that turns earth's smoothness 
rough." 

Are they right ? Their critics say: " If terror be an 
incentive to thrift, surely the penalties of the system 
which we have abandoned ought to have stimulated 
thrift as much as anything could have been stimulated 
in this world. The mass of the laboring poor have 
known that unless they made provision for their old 
age betimes they would perish miserably in the work- 
house. Yet they have made no provision." 1 Again, 
" the incalculable risk of a prolonged depression of 
trade ... is one the exposure to which of the individ- 
ual workman does little but harm. Such a risk is 
too much beyond his powers of foresight, and also too 
great in magnitude ... to exercise any appreciable 
effect in stimulating self-help, while the liability to 
see all his savings swept away in a few weeks by cyclical 
fluctuations in employment which he can do nothing 
to avoid is a demoralising risk acting on his character 
precisely like the liability to earthquake or other 
cataclysm, and discouraging to . . . the development 
and maintenance of habits of providence." 2 And 
again, "It is a great mistake to suppose that thrift is 

1 W. Churchill, op. cit. p. 209; the passage is from an address spoken at Dundee, 
October, 1908. 

3 H. Llewellyn Smith, op. cit., p. 11. 
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caused only by fear; it springs from hope as well as 
from fear; where there is no hope, be sure there will 
be no thrift." 1 

With an important reservation, these views may be 
held pertinent. The reservation is that the nation 
which adopts an insurance system must be a democratic 
nation. Slaves and the downtrodden, those doomed 
to stay always where they are, will dissipate a gift and, 
so far as not prevented, will refrain from arduous 
activity. But where men are free to rise, where handi- 
caps of birth and circumstance can be broken through, 
where the successive rewards of successive valuable 
activities are always paid in position or cash, there men 
will strive to rise. These things lacking, national in- 
surance becomes an instrument to atrophy and decay. 
The same things present, the competition of men among 
men is merely lifted to a higher plane. The elevation 
of the race from barbarism to civilization has been 
one long process of losing some modes of competition 
and acquiring new modes. Once the struggle for life 
ruled brutally; that greatly abated or softened, the 
struggle for better living becomes among modern 
peoples the stronger passion. We are not so far 
away from the old days but that checks and hedges 
are needful to steer our course through insurance, but 
of democracy we have a greater measure than hitherto 
and we think we shall have a still greater measure in 
the future. 

Robert F. Foerster. 

Harvard University. 

i W. Churchill, op. cit., p. 209. 



